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On Sept. 19, Costa Rica signed a letter of intent for a standby agreement with the International
Monetary Fund (IMF). The accord paves the way for release of pending loans totalling US$350
million from various sources but requires renewed efforts by the government to meet stringent
macroeconomic goals through the end of 1996. The letter of intent is crucial because it indicates the
IMF's confidence in Costa Rica's ability to improve its economic performance. Other multilateral
lenders, such as the Inter-American Development Bank (IDB), will consider future loans more
favorably as a result of this IMF stamp of approval. The letter of intent will also help Costa Rica
secure a restructuring agreement for current debt with private creditors associated with the Club of
Paris.
Sources close to the two-week negotiation between the government and a team of IMF
representatives said that the new tax law, approved by the legislature on Aug. 31, was an important
factor in winning IMF approval (see NotiSur, 09/14/95). This is because the IMF's major concern is
with Costa Rica's huge fiscal deficit, which stood at 8.2% of GDP in 1994. The 50% increase in the
national sales tax and the new 1% tax on some business assets mandated by the tax bill are expected
to significantly reduce the deficit, bringing it closer to the current goal of 3.5% of GDP by the end of
this year. If the accord is approved by the IMF board of directors, as expected in November, Costa
Rica will immediately become eligible for US$75 million in IMF emergency standby funds if they are
needed to shore up the government's economic-restructuring program.
The IMF accord also opens the door for an additional US$350 million from other sources. Though
the letter of intent requires Costa Rica to make a US$150 million payment this year in overdue
debt service to Club of Paris creditors, the accord will help trigger the release of US$270 million in
loans from the IDB. Two days after the IMF accord was signed, the government began talks with
the IDB for the disbursement of US$84 million for structural-adjustment credits. Costa Rica has
already met one of the major requirements for receiving loans under an ongoing IDB electric-power
development project approved in 1993.
On Sept. 6, the government announced important reforms in the state-run Instituto Costarricense
de Electricidad (ICE), which supplies electric power and telephone service. The ICE will be split
into two independent entities, one to manage the generation of electric power and the other to
provide telephone service. The reform was requested by the IDB as a condition for loans needed to
modernize ICE operations with new technology and equipment. The government will also open the
ICE to investment from the private sector, while retaining control of the two operations.
The IMF standby agreement comes at a price. Prospects for continued international credit hinge
on the government's ability to make satisfactory progress toward meeting several macroeconomic
goals specified in the letter of intent. These are essentially the same targets that President Jose Maria
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Figueres agreed to in February with IMF officials. Among the more important goals is a reduction of
the annual rate of inflation from the current 20% to 10% by the end of 1996; economic growth of 2.5%
in 1995 and 3% in 1996; a fiscal deficit of no more than 3.5% of GDP by the end of this year with a
further reduction to 0.5% of GDP by the end of 1996; and a reduction of the public-sector work force
by 5,000 jobs by the end of 1996.
Private-sector business leaders generally expressed satisfaction with the accord. Chamber of
Commerce president Carlos Alvarado said the agreement showed that the country was going in
the right direction. By contrast, Jose Antonio Castillo, president of the teachers union (Asociacion
de Educadores, ANDE), said the accord would require more economic sacrifices from most Costa
Ricans. Teachers recently ended a five-week strike called in response to government deficit-cutting
measures that included reductions in teachers' pension benefits (see NotiSur, 08/24/95).
Some members of the opposition Partido Unidad Social Cristiana (PUSC), though approving the
IMF accord, said some of the goals could not be reached without taking strong austerity measures
that could throw the already sluggish economy into recession. The economic consulting firm
Ecoanalisis said the requirement to drastically reduce the fiscal deficit would be especially difficult
to meet. (Sources: Agence France-Presse, 09/07/95; Inter Press Service, 09/19/95; La Nacion, 09/21/95;
Tico Times, 09/22/95)
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